The case of Cyprus with respect to the adoption of IFRS is unique given the country's strong reliance on international business and accounting-related services. As such, Cyprus has required the use of IFRS since 1981 not only for publicly-listed firms but also for private companies regardless of their size.
Introduction

Regulation (EC) No. 1606/2002 ["IAS Regulation"]:
The case of Cyprus in terms of the adoption of IFRS is unique for a number of reasons. First, with the exception of Malta, Cyprus is the only European Union for small firms, as locally defined. 1 However, this exemption to the audit requirement was never actually utilized as Cyprus tax laws require a full scope audit for all firms, regardless of size. As a result, the financial reporting of listed, unlisted public and private firms is based on audited financial statements prepared under IFRS. The above-mentioned audit exemption is now withdrawn to rectify this legislative inconsistency. September 2016, but as explained in the following section only certain aspects of NAD were transposed in order to keep the financial reporting environment practically unchanged. together with the fact that the population of Greece is more than ten times greater than that of Cyprus.
Regulatory environment
The Cyprus Socio-Economic Environment
The Cyprus Financial Reporting Environment
During the period of harmonisation of the Cyprus legislation with EU Directives and According to this EC document, a firm which is required to prepare annual or consolidated financial statements, and falls within the scope of the IAS Regulation as a result of the application of Article 5 of the said regulation (i.e. Cyprus legislation), must also comply with the provisions of national law transposing the articles of the accounting directives, which are outside the scope of the international accounting standards, and relate to audit, the annual report and certain publication requirements.
This implies, as also noted in the above-mentioned EC document, that if a firm is required to apply IFRS as adopted by the EU for the preparation of its consolidated and/or annual financial statements, no provision of the accounting directives transposed to national legislation may restrict or impede its compliance with this requirement. Furthermore, on the basis of recital 7 of NAD, the provisions of NAD should apply only to the extent that they are not inconsistent with, or contradicted by, IFRS as adopted by the EU framework.
Invoking Article 5 of the IAS Regulation allowed Cyprus to retain its requirements relating to the preparation of audited financial statements under IFRS by all firms. As a result, for the purposes of harmonization with NAD under the Cyprus regime explained above, the transposition of NAD involved only the provisions of NAD which deal with matters outside the scope of IFRS as adopted by the EU framework, and which are the following:
 The definition of a public interest entity.
 Other definitions identified as necessary (e.g. net turnover).
 Categorisation of firms and groups of firms:
o Small and medium-sized firms and groups o Large firms and groups.
 Disclosure requirements in the notes to the financial statements:
o Analysis of staff costs only for medium and large firms.
o Analysis of audit fees only for large firms.
 Additional disclosures in the notes to the financial statements:
o Name and place of establishment of the immediate and the ultimate holding company, and information about where one can obtain consolidated financial statements -for medium-sized and large firms.
 Limitations on distributable reserves in relation to capitalised development costs or formation expenses.
 Additional information in the management report:
o Information on the acquisition of own shares.
o Information on the use of financial instruments.
 Exemptions in relation to the management report:
o Exemption of non-listed small firms from the obligation to prepare a management report.
o Exemption of small and medium-sized groups from the obligation to prepare a consolidated management report.
o Exemption in relation to non-financial reporting for medium-sized firms.
 Inclusion of a corporate governance statement, with a defined content, in the management report of publicly traded firms.
 Formulation of an audit opinion in relation to the management report, as to whether it has been prepared in accordance with applicable requirements, whether it is consistent with the financial statements and whether it contains material misstatements.
 Wording of the opinion of the auditors, in line with the relevant International
Standards on Auditing.
 Preparation of a report and a consolidated report for payments to governments, and its inclusion in the annual report.
Overall, the provisions of the Directive that were not transposed are either the ones that deal with matters within the scope of IFRS, or those that would restrict or hinder a firm's compliance with IFRS. Specifically, the transposition of NAD did not involve the provisions of the NAD relating to the presentation, content, disclosures and accounting policies to be used in the preparation of individual and consolidated accounts by different sizes of firms. The optional micro regime provisions of the NAD were also not transposed as they would render the audit exemption mandatory for all micro-entities.
In addition, the formerly available exemption from the audit requirement for small firms was removed, to overcome the prior legislative inconsistency and bring the Companies Law in line with the stricter Cyprus tax laws that require a full scope audit for all firms, regardless of size. Thus under the now implemented transposition of NAD, Cyprus retains the requirement for IFRS financial statements for all designated firm sizes, along with the requirement for these to be audited.
Why has Cyprus not transposed NAD in its entirety?
Cyprus' reluctance to transpose NAD in its entirety into national law can't be unrelated to its long-standing requirement of IFRS reporting by all types of corporations registered in the country. Given NAD's assertion that requiring smaller firms to abide by IFRS is burdensome, Cyprus' insistence on the current requirements can be deemed rational only if Cyprus perceives that the benefits of IFRS reporting outweigh the costs. percentage is one the lowest in the EU 7 , interestingly, the country's reliance on corporate tax income is 1.6, 2.3, and 2.9 times the reliance of Greece (3.9%), Portugal (2.8%), and Italy (2.2%), respectively.
A second possible benefit that Cyprus derives from the current auditing requirement is that the cost of verifying tax liabilities is borne by the firm itself rather than being assumed by the government. This is because under local tax legislation it is audited financial statements that form the basis for the computation of taxable income. Conditioning the audit requirement on firm size could, therefore, impair the reliability of company tax returns which in turn, could have an adverse impact on the country's tax revenue. In addition, this possibility could also increase government expenditures as the responsibility for and the cost of verifying corporate tax liabilities would have to be assumed by the Government tax department. This cost can be enormous given that number of private companies registered and operating in Cyprus.
According to the Registrar of Companies, there were 227840 companies registered in Cyprus as of the end of 2015, with 173878 of these filing annual financial statements.
Lifting the requirement of audited financial statements for tax purposes would create an enormous need for additional resources to allow tax audits, something that could quickly erode a sizable percentage of the tax benefits derived from the operation of these firms.
Third, even with its seemingly burdensome financial reporting and auditing requirements Cyprus managed to attract a significant number of firms representing foreign interests. This implies that these firms actually chose to be registered in Cyprus knowing of and fully agreeing with the substantial financial reporting disclosure and audit requirements. One question that of course arises is why foreign organizations choose to incorporate in Cyprus given the additional disclosure hassle.
Apart from the widely-known tax benefit that firms enjoy, a major argument for not adopting NAD in its entirety is that foreign firms are attracted to Cyprus exactly because of the more strenuous financial reporting and audit regime. In academic terms, foreign firms that choose to be incorporated in Cyprus, signal authorities, investors, creditors and clients that they are not engaging in any sort of questionable financial or reporting practices. For them preparing financial statements based on a highly demanding accounting regime, and in addition allowing these financial statements to be audited, provides a strong message to all stakeholders that the company adheres to strong ethical standards. In addition, preparing financial statements under IFRS which are also audited, reduces the cost international groups have to bear for using, analyzing and consolidating, the financial statements of their result in a number of these firms moving their registered offices from Cyprus. (Aristotelous and Kollatou, 2013) . The stakes are therefore high, and Cyprus will do anything in its power to ensure that its credibility and hence its economy, are safeguarded and promoted.
Conclusion
The case of Cyprus with respect to the adoption of IFRS is indeed unique given its economy's strong reliance on international business and accounting-related services.
As such, Cyprus has required the use of IFRS since 1981. Thus, the EU's decision to require the adoption of IFRS for consolidated financial statements of all publicly listed firms in Europe had no impact on the reporting environment of the country.
Given that all Cyprus firms are required to apply IFRS as adopted by the EU Even after transposing NAD, Cyprus retained the requirement for IFRS financial statements for all designated firm sizes, along with the requirement for these to be audited.
Due to the country specific environment, we posit that a potential decision by Cyprus to transpose NAD in its entirety into national law would have adverse effects on the Government tax revenue, the GDP of the services sector and the credibility of Cyprus as an international business and financial services center.
